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I.       INTRODUCTION' 

For  the  classical  English  tradition  ''value  theory"  is  ncMninally 
the  theory  of  economics,  and  yet  it  has  grown  out  of  touch  with  the 
more  specific  and  factual  phases  of  the  subject.  Institutional  eco- 
nomics is  related  to  behaviorism  in  j)sychology,  pragmatism  in  phi- 
losophy, and  plural  sovereignly  in  political  science.  It  stands  both 
for  a  redivision  of  problems  within  the  field  of  economics  and  for  a 
realignment  as  between  the  several  anthropological  sciences.  In  a 
sense  it  is  an  invasion  of  economics  by  sociologists.  It  regards  value 
theory  as  a  study  of  one  fundamental  economic  institution,  the  price 
system,  and  of  its  relations  to  other  institutions,  legal,  educational, 
technological,  etc.,  and  to  such  social  organizations  as  the  family,  the 
state,  and  the  business  enterprise.  Under  modern  technology  each 
individual  is  specialized  to  certain  activities  which  have  come  to  be 
typically  distasteful  and  which  satisfy  the  purposes  of  others  (labor). 
There  is  a  complicated  and  evolving  system  of  claims  to,  and  taboos 
upon,  the  benefits  of  these  activities  and  of  other  things  as  well  (the 
law).  These  claims  exchange  against  each  other  at  conventionalized 
rates  (prices),  which  are  interdependent  and  form  an  institutional 
network  (the  price  system). 

Institutional  value  theory  is  genetic  and  functional  in  approach, 
and  seeks  to  emphasize  relativity  to  the  temporal  process.  It  objects 
to  the  oversimplification  of  classical  methodology  and  prefers  to 
sacrifice  system  to  accuracy. 

II.      A  SKETCH  OF  THE   PRICE  SYSTEM 

Other  claims  usually  exchange  against  (sell  for)  one  abstract 
type  of  claim  (ownership  of  currency),  which  is  exchanged  again  for 
(purchases)  other  claims.  There  is  thus  a  continuing  flow  of  money 
income  in  streams  of  various  sizes  that  unite  here  and  split  there  as 
they  go  through  endless  circuits.  These  unions  and  splits,  as  some 
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things  are  sold  by  a  person  or  social  organization  and  others  bought 
with  the  proceeds,  are  at  the  ends  of  intermarket  processes  which  we 
may  think  of  as  elements  of  the  price  system.  We  may  distinguish 
three  chief  types:  (i)  The  pecuniary  calculus  takes  place  in  the 
household  and  has  to  do  with  making  both  ends  meet.  Differences 
in  bargaining-power  require  attention  as  well  as  differences  in  type 
of  household.  The  farm  and  the  small  shop  are  hybrid  types,  undif- 
ferentiated family  enterprises.  (2)  The  price  accountancy  in  non- 
profit-making organizations,  like  the  pecuniary  calculus,  subordi- 
nates getting  to  spending,  but  is  impersonal,  particularly  in  large 
organizations  like  the  state,  where  it  resembles  the  business  account- 
ancy also  in  the  problem  of  distributing  overhead  costs.  Organiza- 
tions dependent  on  gifts  are  subject  to  a  process  of  natural  selection 
of  ideals.  (3)  The  price  accountancy  in  the  business  enterprise  is  im- 
personal and  directed  toward  maximizing  net  profit,  though  in  public 
utilities  the  dominance  of  this  objective  is  moderated. 

The  volume  of  currency  is  elastic,  adapting  itself  to  the  needs  of 
money -work.  The  standard  of  value  is  a  matter  of  established  habits, 
the  result  of  past  purchasing-power.  Variations  in  purchasing-power 
depend  on  other  prices  as  well  as  the  legally  fixed  price  of  gold,  each 
(including  gold)  having  influence  according  to  its  "weight"  in  the 
price  index. 

The  functioning  of  the  price  system  may  be  analyzed  into  trends, 
cyclical  and  seasonal  deviations,  and  geographical  differentials.  The 
business  cycle  consists  of  cumulative  movements  of  price  changes 
throughout  the  price  system.  An  analysis  of  conflicting  pecuniary 
interests  is  necessary  to  explain  why  each  seeking  his  own  greatest 
gain  helps  to  produce  a  depression.  For  trends  it  will  not  do  to  as- 
sume that  consumers'  tastes,  property  rights,  etc.,  remain  constant. 
The  upward  trend  of  prices  expresses  the  increase  in  items  brought 
under  the  price  denominator,  as  do  geographical  differentials  in  cost 
of  living  between  city  and  country,  and  between  "forward"  and 
backward  peoples. 

The  genesis  and  evolution  of  the  price  system  are  part  of  the 
problem  of  value  theory.  In  its  earlier  phases  exchange  appears  not 
clearly  differentiated  from  the  wager  of  battle,  kings  rather  than 
handicraftsmen  being  the  traders.   The  institution  of  property  has 
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been  necessary  t«>  llu'  rise  of  the  priei-  system.  In  the  Mi<Mli-  Ages 
rents  and  taxes  are  in(listinp;uishal)lr.  aii«l  tlu'  landlord  is  in  the  posi- 
tion to  claim  "surplus  value."  Many  pecuniary  institutions  like  the 
wage  system,  bonds,  etc.,  appear  to  he  of  political  or  military  origin. 
The  corporate  price  accountancy  dilTerentiates  itself  from  the 
pecuniary  calculus  in  the  household,  and  the  business  enterj)rise  be- 
comes an  organization  on  its  own  account  in  the  transition  from 
mercantilism  to  laissez  faire.  Rent  becomes  amalgamated  with  in- 
terest, and  protit  becomes  the  claim  to  "surplus  \alue." 

in.      EDUCATION  AND  THE  CONVENTIONAL  CHARACTER  OF  PRICE 

The  price  system  is  a  complex  of  human  habits  which  are  passed 
on  to  the  rising  generation  by  educational  institutions  such  as  toys, 
games,  schooling,  and  language.  Toys  helj)  to  inculcate  in  the  child 
the  habits  which  constitute  property,  and  introduce  him  to  the  ma- 
chine industry.  Chores  and  the  routine  of  school  life,  performed  un- 
der some  constraint,  develop  distaste  for  "labor."  The  game,  being 
situated  in  an  environment  little  touched  by  current  culture,  the 
gang,  is  archaic,  modeled  on  the  duel  and  the  chase.  It  breeds  the 
spirit  of  competition.  Scoring  games  afTord  training  in  the  evaluation 
of  heterogeneous  items  as  quantities  on  a  single  scale,  habituation 
to  which  is  the  essence  of  the  pecuniary  calculus.  The  gang  promotes 
the  attitudes  of  group  solidarity  and  self-support.  Our  language  con- 
strains us  to  think  in  pecuniary  terms.  Formal  education  is  increas- 
ingly subject  to  a  commercial  test. 

Competition  for  income  is  colored  by  its  ontogenetic  (and  phylo- 
genetic)  predatory  derivation.  As  in  the  game,  it  requires  conformity 
to  certain  standards — the  ethics  of  the  market  in  question.  Competi- 
tion between  individuals  and  between  groups  are  distinguished.  The 
weakness  of  mores  in  the  labor  class  goes  with  a  diminution  of  the 
competitive  spirit.  Competition  among  business  enterprises  is  sub- 
ject to  the  mos  of  uniform  price,  and  frequently  to  a  taboo  on  price- 
cutting  and  the  mores  of  leadership  of  the  market. 

Since  price  is  a  matter  of  habit  for  a  static  society,  the  law  of 
normal  price  is  that  each  price  continues  to  be  what  it  was  unless 
acted  upon  by  some  external  price.  Dynamically,  price  is  to  be  un- 
derstood in  terms  of  unending  pecuniary  incidence  rather  than  of  a 
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final  cause  (marginal  utility).  The  price  system  has  no  first  and  no 
last  tenn  except  as  items  are  bought  under  or  released  from  the  price 
measure. 

IV.      TECHNOLOGY  .AND  THE  DIVISION  OF  LABOR  ANT)  LIVING 

Under  modern  technology  the  chief  division  of  gainful  employ- 
ment is  between  labor  and  business.  The  irksomeness  of  the  former 
is  due  both  to  routine  and  to  inferior  social  status.  Business  men 
are  typically  separated  from  their  laborers  and  from  the  technologi- 
cal processes  by  subordinate  officials.  The  conception  of  "value  in 
use"  as  inherent  in  objects  and  exchange  value  as  a  relation  gives 
rise  to  the  "quantity  theory."  To  recognize  "use  value"  as  a  relation 
is  to  allow  a  new  field  of  "production,"  economic  guidance.  The  con- 
cept "production"  has  confused  gross  product  and  net  profit  as  the 
item  a  business  tends  to  maximize.  A  "profitivity"  theory  distin- 
guishes \'alue  in  use  to  the  consumer  from  exchange  value  to  the 
business.  Business  as  distinct  from  labor  is  concerned  to  persuade 
people  to  sell  cheap  and  to  buy  dear.  Profit,  rather  than  demand, 
motivates  production.  Size  of  enterprise  is  distinguished  from  size 
of  plant;  and  trade  ethics  and  "possession"  of  market  by  competitors 
are  recognized  as  causes  of  "diminishing  returns"  with  size  as  well 
as  increasing  output  costs.  Limited  substitution  possibilities  of  labor 
and  machines,  unionization,  and  uniqueness  of  managerial  positions 
make  factorial  distribution  according  to  marginal  or  total  profitivity 
indeterminate.  Cost  of  depreciation  through  obsolescence  tends  to 
retard  introduction  of  improvements  more  when  investment  is  in 
machinery'  than  when  it  is  in  worker's  skill.  "Labor"  lacks  mobility 
due  to  slowness  of  adaptation  to  jobs  of  dift'erent  status;  but  is 
adaptable  to  wage  rates  and  incentive  payments — wages  affect  pro- 
ductivity. The  price  system  and  the  machine  technology  are  not 
easily  culturally  separable.  Leaderlcss  exchange  co-ordination  of 
specialists  is  contrasted  with  co-ordination  under  a  business  manag- 
er. As  the  division  of  employment  becomes  more  minute  certain 
groups  become  more  strategically  situated  to  bargain  with  the  rest. 
The  pecuniary,  technological,  and  proprietary  interpretations  of  his- 
tory are  distinguished,  and  a  pecuniary  interpretation  is  suggested 
for  the  rise  of  the  doctrine  of  economic  determinism. 
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V.       BUSINESS  PROPERTY  AND  CON'TRACT 

The  chief  distinction  between  producer's  property  and  consum- 
er's goods  is  that  business  property  is  the  basis  of  management  of  the 
enterprise  and  its  employees,  which  is  analogous  to  the  former  dis- 
tinction between  realty  and  personalty.  Rights  under  contracts  may 
be  considered  as  property  rights.  ^lanijiulation  of  legal  rights  has 
a  high  prolitivity,  gi\ing  a  cumulati\e  bias  to  the  common  law.  The 
positive  theory  of  capital  is  largely  conlined  to  the  tangible  assets, 
excluding  good  business  and  banking  connections,  and  consumers' 
and  employees'  good  will.  Capitalization  levels  the  costs  of  old  lirms 
with  established  trade  and  organization  and  the  advantages  of  large- 
scale  processes  up  to  the  costs  of  the  new,  small,  ''marginal"  firms. 
Land  rental  (and  increment)  is  capitalized,  identifying  rent  as  a  kind 
of  interest.  Excess  profit  is  "economic  rent."  The  competitor  of  a 
monopoly  can  sometimes  sell  his  business  for  the  capitalized  monopo- 
ly profit,  and  do  so  repeatedly,  but  some  monopolies  are  protected 
by  ownership  of  natural  resources,  patents,  trade-marks,  etc.  In  a 
business  growing  by  acquisition  of  competitors,  the  capitalized  econ- 
omies of  combination  may  be  part  of  the  cost  of  acquisition. 

Capital  is  more  mobile  than  labor,  and  there  are  fewer  classes  of 
interest  rates  than  wage  groups.  The  increase  in  plant  and  equip- 
ment has  not  decreased  the  rate  of  interest,  for  changed  technology 
invalidates  the  use  of  the  productivity  analysis,  and  bargaining  pow- 
er (profitivity)  of  capital  has  increased.  Accumulations  of  corporate 
surplus  and  government  borrowing  do  not  fit  into  the  time-preference 
and  productivity  theories  of  interest.  Interest  rates  are  independent 
of  the  price  level,  so  that  they  tend  to  continue  through  inertia,  ex- 
cept for  cyclical  fluctuations. 

Corporate  management  is  separated  from  return  on  investment, 
and  some  creditors  as  well  as  "owners"  may  participate  in  control. 
Bargaining  power  (profitivity)  increases  with  size  (increasing  re- 
turns). Localizing  competition  is  likely  to  arouse  united  opposition 
and  is  reserved  to  enforce  business  ethics.  Property  rights  can  be 
extended  through  discriminatory  and  tying  contracts  by  strategical- 
ly situated  enterprises  over  those  with  whom  they  do  business.  Busi- 
ness property  is  strategy,  and  large  proprietors  are  orpa  777701,  cap- 
tains of  industry. 


136  POLITICAL  ECONOMY 

VI.      SOCLAL  ORGANIZATIONS  UNDER  PECUNIARY  LEADERSHIP 
AND  IDEALS 

The  corporate  business  enterprise  is  an  organization  the  leader- 
ship of  which  rests  on  ownership  of  property.  It  pursues  its  ideal 
of  maximum  profit  without  much  reference  to  the  eccentricities 
and  moods  of  the  individuals  who  compose  it.  Within  a  unified  en- 
terprise all  policies  are  harmonized  by  reference  to  their  bearing  on 
profits,  and  the  confusion  between  productivity  and  profitivity 
transfers  this  harmony  to  the  world  at  large.  But  what  pays  each  of 
two  firms  acting  independently  (differentially)  might  not  pay  if  they 
were  consolidated  (integrally), and  conversely.  This  distinction  is  rel- 
ative to  a  specific  combination.  Integration  of  profits  is  not  subject 
to  diminishing  returns,  whatever  may  be  the  maximum  profitable 
size  of  a  technological  unit.  Elimination  of  differential  advantage 
may  be  achieved  by  trade  ethics  without  complete  integration. 

The  membership  of  the  enterprise  includes  a  hierarchy  of  em- 
ployees, the  stockholders,  and,  to  some  extent,  creditors  and  other 
parties  with  which  it  has  business  dealings. 

As  the  enterprise  has  growm,  internal  disintegration  has  devel- 
oped. Oflficials  have  been  able  to  profit  differentially  at  the  expense 
of  their  corporation  by  stock  manipulation,  graft  contracts,  etc., 
though  fairly  successful  checks  have  developed.  Department  manag- 
ers have  had  no  close  interest  in  the  effects  of  their  management  on 
the  enterprise's  profits,  and  have  been  badly  co-ordinated  with  each 
other.  The  classification  of  cost  and  revenue  accounts  on  the  basis 
of  functional  control,  managerial  bonus-systems,  and  budgeting  are 
developing  to  meet  this  situation.  But  the  chief  division  in  the  ranks 
is  between  owners  and  employees,  due  to  imperfections  in  the  wage 
system  of  integration,  such  as  that  cost  of  living  is  an  overhead  cost 
to  the  employee  while  cost  of  labor  is  a  direct  cost  to  the  enterprise. 
Industrial  autocracy  touches  another  imperfection  of  integration, 
though  collective  bargaining  is  modifying  it. 

The  differential  (business)  and  integral  (industrial)  advantages 
of  integration  make  for  the  consolidation  of  business  enterprises 
vertically  and  horizontally;  but  consolidation  may  not  pay  differ- 
entially, and  there  are  legal  obstacles.  Various  types  of  informal 
integration  have  consequently  grown  up:  trade  ethics  and  trade  con- 
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sciousness;  trade  journals;  commercial,  trade,  and  professional  asso- 
ciations; social  relations;  the  extension  of  proprietary  control  by 
strategically  situated  enterprises  over  others,  particularly  by  invest- 
ment bankers  and  commercial  banks;  interlocking  relations.  The 
question  is  raised  whether  this  may  not  lead  to  the  harmoniza- 
tion of  conflicting  business  ideals  and  the  unification  of  industrial 
government.  The  most  permanent  limitations  appear  to  be  the  lines 
between  laborers  and  business  men,  and  between  nations.  In  any 
event  the  distinction  between  differential  and  integral  profitivity  is 
of  prime  importance  today. 

APPENDIX  A.     ECONOMIC  MOTIVES:    PSYCHOLOGICAL 
IMPLICATIONS  OF  INSTITUTIONALISM 

Utilitarian  economics  and  introspectionist  psychology  were  once 
closely  related,  but  have  drifted  apart.  Economists  have  frequently 
asked  (i)  Does  modern  psychology  require  the  modification  of  their 
doctrines?  (2)  What  are  the  motives  of  economic  action?  and  (3) 
Does  the  present  economic  order  fit  human  nature?  To  borrow  the 
answers  to  these  questions  from  psychology  is  dangerous,  because 
this  use  of  psychological  concepts  may  alter  their  meaning,  and  be- 
cause psychological  theory  has  been  recently  upset  by  new  materials 
and  problems. 

Introspectionism,  Hke  utihtarianism,  overrationalizes  and  is 
static.  Behaviorism  studies  functional  human  ontogeny,  while  the 
social  sciences  study  phylogeny.  Functional  heredity  includes  (a) 
innate  reaction-patterns,  which  modify  with  use  into  habits,  and  {b) 
capacities,  or  limits  to  modification.  Not  all  habits  function  at  once, 
a  dominant  complex  of  them  inhibiting  the  others.  A  desire  is  a  com- 
plex organized  around  a  delayed  response  to  a  stimulus.  Language 
consists  of  conventionalized  substitute  responses,  which  act  as  substi- 
tute stimuli  to  the  maker  or  to  others;  it  is  the  fundamental  human 
institution.  A  language-desire-stimulus  is  a  purpose.  When  a  con- 
flict of  desires  occurs  due  to  an  appropriate  combination  of  stimuli, 
the  altering  of  the  complexes  (personality)  is  a  choice.  There  is  no 
warrant  for  the  assumption,  necessary  to  the  marginal  desirability 
theory,  that  all  desires  have  position  on  a  single  scale  prior  to  choice. 

Instinct,  in  the  scientific  sense  of  specific  innate  flexible  reaction- 
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patterns  w-ith  specific  appropriate  stimuli,  is  distinguished  from  in- 
stinct in  the  teleological  sense  of  general  innate  desires,  the  desire- 
stimuli  being  slighted  or  stated  as  meanings  of  (language-responses 
to)  objects.  The  latter  sense  has  been 'employed  by  social  "scientists" 
(?)  to  appraise  the  present  order  in  terms  of  human  nature,  and  as  a 
substitute  for  "desirabilitarianism."  Beside  difficulties  with  the  in- 
heritance of  the  desire-stimulus,  it  makes  one  category  do  the  work 
of  sLx:  instinct,  capacity,  desire-complex,  institution,  mos,  social  her- 
itage. 

A  social  organization  is  a  group  of  persons  whose  habits  so  articu- 
late as  to  perform  certain  functions  attributable  to  the  group  as  a 
unit.  This  limited  resemblance  of  society  to  an  individual  leads  to 
unwarranted  socio-anthropomorphism.  Articulation  is  promoted  by 
a  common  habit  of  following  the  leader  and  by  community  of  pur- 
pose or  desire.  Common  habits  are  institutions,  and  acts  which  call 
out  institutionalized  responses  in  others  tending  to  promote  or  pre- 
vent repetition  are  mores.  Educational  institutions  (rather  than  in- 
stincts of  imitation  or  gregariousness)  inculcate  common  habits  and 
desires  in  the  young.  Human  nature  as  a  basis  of  appraisal  means 
second  nature,  means  mores.  Abnormality  is  immorality.  Co-ordi- 
nation and  conformity  do  not  prevent  conflict  of  desires  and  the 
seeking  of  dift'erential  advantage. 

Modern  psychology  suggests  the  abandonment  of  the  attempt  to 
"explain"  price  rationally,  i.e.,  by  marginal  utility.  To  find  the  mo- 
tives to  economic  action  and  the  norms  of  social  organization  the 
economist  should  study  economic  institutions  and  mores. 

APPENDIX  B.     PHILOSOPHICAL  PRESUPPOSITIONS 

Philosophical  presuppositions  are  safer  expressed  than  implied, 
especially  in  view  of  the  utilitarian  origin  of  economics  and  of  the 
relation  of  economic  value  to  moral,  logical,  and  other  values.  Insti- 
tutionalism  implies  a  pragmatic  philosophy  which  shares  with  neo- 
reaUsm  a  mechanistic  approach  in  the  inorganic  field,  and  with  ideal- 
ism an  evolutionary  and  non-quantitative  view  of  the  human  person- 
aUty  and  of  values.  But  it  objects  to  the  ideaUst's  overrationalizing 
and  depersonalizing  the  individual  to  attain  superpersonal  value. 
Reasoning  is  a  special  kind  of  language-behavior  which  occurs  only 
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when  each  of  two  judgments  inhibits  the  conclusion  of  for  in  the  case 
of  "purposes"  actiiit^  upon)  the  other.  Where  the  (k-sirc  stimulus  is 
a  judgment  this  reasoning  is  conscious  choosing.  If  the  "desirabilita- 
rian"  were  right  in  viewing  choice  as  a  process  of  perceiving  relative 
position  of  desirednesses  on  a  single  scale,  no  reasoning  would  be  in- 
volved. Choices  generate  desires.  Pragmatism  is  not  a  utilitarian 
theory  of  logical  value.  "Desirabilitarianism"  is  a  cultural  rellex  of 
the  price  system  and  the  handicraft  technology.  It  is  a  perfect  fit 
retrospectively,  tautologous  in  so  far  as  true,  as  revealed  by  a  mathe- 
matical analysis  of  the  law  of  diminishing  utility.  Instead  of  in  the 
objective  conception  of  values  of  neo-realism  and  the  older  utiUtari- 
anism  (but  not  modern  psychology),  and  instead  of  in  the  absolute 
of  idealism,  pragmatism  finds  superpersonal  values  in  the  mores, 
which  are  in  perpetual  conflict  and  evolution,  through  a  process  of 
institutional  selection  analogous  to  choice,  of  which  integration  of 
profits  is  an  illustration.  Economic  value  has  dififerentiated  itself 
from  other  values  institutionally  in  the  process  of  cultural  evolution. 
The  assumptions  of  interindividual  harmony  of  interest  and  of  de- 
sires as  having  a  given  position  on  a  single  scale  prior  to  choice  con- 
flict with  the  philosophical  position  which  institutionalism  implies. 
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